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FEDERAL RESERVE ACT AMENDMENTS 


WEDNESDAY, APRIL 4, 1979 


Носоѕе ОЕ REPRESENTATIVES, 
SUBCOMMITTEE ON Domestic MONETARY POLICY OF THE 
CoMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS, 
Washington, D.C. 


The subcommittee met at 8:30 a.m. in room 2220 of the Rayburn 
House Office Building, Hon. Parren J. Mitchell (chairman of the 
subcommittee) presiding. 

Present: Representatives Mitchell, Barnard, Paul, and Ritter. 

Chairman MrrcHELL. Good morning. The Subcommittee on Do- 
mestic Monetary Policy meets this morning to consider legislation 
which relates to the Federal Reserve System. 

I am particularly pleased that we will be considering H.R. 2306, 
a bill to provide for the appointment of the Chairman and Vice 
Chairman of the Federal Reserve Board at regular 4-year intervals. 
We considered this legislation during the 95th Congress, first as H.R. 
6273 and then as H.R. 12510. 

H.R. 2306 eliminates the strong element of chance that now exists 
in determining when the terms of the Federal Reserve Board Chairman 
and Vice Chairman begin. Under prevailing law, the terms begin 
whenever the positions are filled; that is, shortly after they become 
vacant. They can become vacant as a result of death, resignation, 
completion of the 4-year term of appointment as Chairman or Vice 
Chairman, or completion of a 14-year term as a member of the Board 
of Governors, even though the 4-year term as Chairman or Vice 
Chairman still had time to go. Thus, the chairmanship can and has 
become vacant in Presidential election years and in odd-numbered 
years. In the former case, the appointment or reappointment of a 
Chairman can become an election year issue. In the latter case, an 
intolerable restraint is likely to occur. A Chairman appointed to fill a 
vacancy due, say, to a resignation in an odd-numbered year normally 
will come up for reappointment 4 years later. At that time, there may 
be no vacancies on the Board of Governors because the terms of the 
Governors expire in even-numbered years. Thus, the President will 
be restricted to reappointing the incumbent Chairman or replacing 
him with one of the other six members of the Board of Governors. 

The cases I raise are real. Chairmanships have become vacant 
both in Presidential election years and odd-numbered years. Under 
H.R. 2306, full terms of the Chairman and Vice Chairman will always 
end on January 31 after the year in which the term of the President 
who appointed them is scheduled to expire, and even-numbered 
year. Thus, full terms will begin precisely when the first vacancy 


(1) 


2 


occurs on the Board of Governors due to expiration of a Governor’s 
14-year term. This insures that each President will have a Chairman 
of the Federal Reserve with whom he can work during 3 full years 
of his first term in office. At the same time, it insures continuity in 
monetary policy when the Presidency changes hands. 

The major stumbling block to passage of this legislation in the 
last. Congress was opposition by the former Chairman of the Board of 
Governors of the Federal Reserve System. I am delighted to report 
that the current Board Chairman, G. William Miller, indicated in a 
letter to me last summer that he personally supported the principle 
of this legislation. I am hopeful that Governor Coldwell, our witness 
today, will tell us that the Board as a whole is also supportive. There- 
fore, [ hope that with the support of the Federal: Reserve, after 
on nog H.R. 2306, we shortly will be able to proceed with the 
markup. 

I am pleased that we also will be considering H.R. 2307 today. 
This legislation would require the Federal Open Market Committee 
to maintain detailed minutes of their meetings, which would be 
published 3 years following the date of each meeting. 

The Domestic Monetary Policy Subcommittee held hearings on 
this legislation, as H.R. 9465, during the last Congress. As my col- 
league, Mr. Barnard, will recall, we were concerned that in May 1976, 
the FOMC decided to discontinue its practice of keeping detailed 
minutes of its meetings, called memoranda of discussion. These 
dotailed minutes had been kept since 1936, although they had only 
been released since 1964, for all meetings from 1959 on, with a 5-year 
time lag. Since 1976, the FOMC has kept only summary records of 
its meetings, called records of policy actions. These are not sufficiently 
detailed to enable scholars and historians to study the important 
decision-making process of the FOMC. Nor does it enable the public 
to evaluate the contributions of individual FOMC members to the 
formation of monetary policy. 

We did not pass this legislation during the 95th Congress, in part 
because the Federal Reserve was uneasy about returning to its 
time-honored practice of maintaining detailed memoranda of 
discussion. I believe and have good reason to anticipate that the 
Federal Reserve may now be line to support this legislation, and 
| would greet that responsible approach with delight. 

The final subject matter on which we will hear testimony this 
morning concerns the number of directors of the 12 Federal Reserve 
district banks. Here we are confronted with two different approaches. 
One is covered by H.R. 3257, which I introduced at the request of 
the Federal Reserve. It would increase the number of class C directors 
of Federal Reserve district banks from three to six. The other, which 
is covered by H.R. 422, a bill introduced by the ranking minority 
member of the subcommittee, Mr. Hansen, would increase the number 
of cluss A, B, and C Directors of the Boards of the 12 Federal Reserve 
banks from 3 in each category to 4. Mr. Hansen also has introduced 
legislation pertaining to the Chairman’s term, H.R. 423, and the 
FOMC’s minutes, H.R. 424. The bills that have been discussed will 
be inserted in the record at this point. 

[The text of H.R. 2306, H.R. 2307, H.R. 3257, H.R. 422, H.R. 423, 
and H.R. 424 follows: 


"ыш" H. R. 2306 


To amend the Federal Reserve Act respecting the positions of chairman and vice 
chairman of the Federal Reserve Board. 


IN THE HOUSE OF REPRESENTATIVES 


FEBRUARY 21, 1979 


Mr. инсшиис Мшушы ete Че И DUE чака eee NO 
the Committee on Banking, Finance and Urban Affairs 


A BILL 


To amend the Federal Reserve Act respecting the positions of 
chairman and vice chairman of the Federal Reserve Board. 
1 Be it enacted by the Senate and House of Representa- 
2 tives of the United States of America in Congress assembled, 
8 That this Act may be cited as the “Federal Reserve Act 
4 Amendments of 1979". 
b бес. 2. The third sentence of the second paragraph of 
6 section 10 of the Federal Reserve Act (12 U.S.C. 242) is 
7 amended to read as follows: The President shall appoint, by 
8 and with the advice and ‘consent of the Senate, one member 
"9 of the Board to serve as chairman ‘snd one member of the 
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2 
Board to serve as vice chairman, each for a term expiring on 
January 31 of the first calendar year commencing after the 
calendar year during which the term of the President ap- 
pointing him is scheduled to expire, or at the expiration of his 
term as a member of the Board, whichever is earlier.“ 

Seo. 3. The second paragraph of section 10 of the Fed- 
eral Reserve Act is amended by inserting immediately after 
the fifth sentence thereof the following: The vice chairman 
shall have the power to act in the temporary absence or dis- 
ability of the chairman, or, in the event of the death, resigna- 
tion, or permanent incapacity of the chairman, to act as 
chairman pending appointment of his successor. Upon the ex- 
piration of the term of office of the chairman or vice chair- 
man, the chairman or ne chairman, as the case may be, 
shall continue to serve in that capacity until his successor is 
appointed and has qualified. 

. Вес. 4. Section 204 of the Federal Reserve Reform Act 
of 1977 is hereby repealed. 

Вес. 5. The provisions of this Act and the amendments 
made by it shall take effect upon the date of its enactment, 
except that any person who was the chairman or vice chair- 
man of the Board of Governors of the Federal Reserve 
System immediately prior to the date of enactment of this 
Act may continue m the office of chairman or vice chairman, 
as the case may be, until the expiration of the full four-year 


8 
1 term for which he was appointed, and the amendment made 
2 by section 2 shall not be applicable to him. 
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96TH CONGRESS 
1st SESSION H ө R. 2307 


To amend the Federal Reserve Act to require that detailed minutes of Federal 
Open Market Committee meetings be released to the general public three 
years after the date of the meeting to which they relate. 


IN THE HOUSE OF REPRESENTATIVES 


FEBRUARY 21, 1979 


Mr. MITCHELL of Maryland introduced the following bill; which was referred to 
the Committee on Banking, Finance and Urban Affairs 


A BILL 


To amend the Federal Reserve Act to require that detailed 
minutes of Federal Open Market Committee meetings be 
released to the general public three years after the date of 
the meeting to which they relate. 

Be it enacted by the Senate and House of Representa- 
tives of the United States of America in Congress assembled, 
That the tenth undesignated paragraph of section 10 of the 
Federal Reserve Act (12 U.S.C. 247a) is amended by adding 
at the end thereof the following: '"The Federal Open Market 
Committee shall maintain detailed minutes of its meetings 
closed pursuant to section 552b(c) (8) or (9) of title 5, United 
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2 
States Code. Such minutes shall identify the views of individ- 
ual participants at any such meeting. Such minutes shall be 
maintained for a period of three years after the date of the 
meeting to which they relate, after which they shall be re- 
leased to the general public. Detailed minutes of Federal 
Open Market Committee meetings held after January 1, 
1973, and before the date of enactment of this sentence and 
not released to the general public shall be released to the 
general public three years after the date of the meeting to 
which they relate or upon enactment of this sentence, which- 
ever occurs sooner. Nothing in this paragraph shall be 
deemed to prevent disclosure by the Federal Open Market 
Committee of minutes of such meetings in accordance with 
section 552b(f)(2) of title 5, United States Code, before the 


expiration of the three-year period.“. 


“nase H. R. 3257 


To increase the number of class C directors of the Federal Reserve banks and to 
make certain changes regarding the terms and positions of the Chairman and 
Vice Chairman of the Federal Reserve Board. 


IN THE HOUSE OF REPRESENTATIVES 


Marcu 27, 1979 
Mr. MITCHELL of Maryland (by request) introduced the following bill; which was 
referred to the Committee on Banking, Finance and Urban Affairs 


A BILL 


To merease the number of class C directors of the Federal 
Reserve banks and to make certain changes regarding the 
terms and positions of the Chairman and Vice Chairman of 
the Federal Reserve Board. 

Be it enacted by the Senate and House of Representa- 
tives of the United States of America in Congress assembled, 
SHORT TITLE 

SECTION 1. This Act may be cited as the “Federal Re- 


serve Act Amendments of 1979”. 
I—E 
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1 BOARD OF DIRECTORS OF FEDERAL RESERVE BANKS 

2 Sec. 2. (a) The ninth paragraph of section 4 of the Fed- 

3 eral Reserve Act (12 U.S.C. 302) is amended by striking out 

4 “nine” and mserting in lieu thereof “twelve”. 

5 (b) The twelfth paragraph of section 4 of the Federal. 

6 Reserve Act (12 U.S.C. 302) is amended— 

1 (1) in the first sentence, by striking out three 

8 and inserting in lieu thereof “віх”; and 

9 (2) by adding at the end thereof the following: 
10 “Of the three new class C members appointed by the 
11 Board of Governors of the Federal Reserve System 
12 after the date of enactment of the Federal Reserve Act 
13 Amendments of 1979, initially one shall be designated 
14 to serve for a term endmg December 31, 1980, one for 
15 a term ending December 31, 1981, and one for a term 
16 ending December 31, 1982, and thereafter each 
17 member so appointed shall serve for a term of three 
18 years as provided in paragraph (9) of section 4 of this 
19 Act.“. 
20 (e) The last sentence of the twentieth paragraph of sec- 


21 tion 4 of the Federal Reserve Act (12 U.S.C. 305) is 
22 amended by striking out third class C director and insert- 
28 ing m lieu thereof "class C director designated by the 
24 chairman". 


10 


8 
TERMS OF FEDERAL RESERVE BOARD CHAIRMAN AND 
VICE CHAIRMAN 
Вес. 3. (a) The second paragraph of section 10 of the 
Federal Reserve Act (12 U.S.C. 242) is amended by striking 
out the third sentence and inserting in lieu thereof the follow- 
ing: ""The President shall appoint, by and with the advice and 
consent of the Senate, one member of the Board to serve as 
Chairman for a term of four years. The Chairman’s term 
shall expire on January 31 of the first calendar year com- 
mencing after the calendar year during which the term of the 
President appointing him is scheduled to expire. In the event 


a Chairman does not complete his entire term, his successor 


shall be appointed to complete the unexpired portion of that 
term. The President also shall appoint, by and with the 
advice and consent of the Senate, one member of the Board 
to serve as Vice Chairman for a term of four years. 

(b) The second paragraph of section 10 of the Federal 
Reserve Act (12 U.S.C. 242) is amended by inserting imme- 
diately after the fifth ions thereof the following: “In the 
temporary ө unavailability, or disability of the Chair- 


man, or, in the event of the death, resignation, or permanent 


incapacity of the Chairman, the Vice Chairman shall have 
the power to act as Chairman during such temporary absence 
or unavailability or such permanent incapacity pending ap- 
pointment of his successor. Upon the expiration of the term 
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‚ of office of the Chairman or Vice Chairman, the Chairman or 


Vice Chairman, as the case may be, shall continue to serve in 
that capacity until his successor is appointed and has quali- 
fied." | 
| EFFECTIVE DATE · | 

SEC. 4. The provisions of this Act and the amendments 
made by it shall take effect upon the date of the enactment of 
this Act, except that any person who was the Chairman of 
the Board of Governors of the Federal Reserve System im- 
mediately prior to the date of enactment of this Act may 
continue in the office of Chairman until the expiration of the 
full four-year term for which he was appointed, and the 
amendment made by section 3(a) shall not be applicable to 
him prior to the expiration of his full four-year term. 


12 


96TH CONGRESS 
nam” H, R. 422 


6! ee ОО ЧЫ ааа eres 
and for other purposes. 


IN THE HOUSE OF REPRESENTATIVES 


JANUARY 15, 1979 


Mr. ааа grab ане йе фазаны ы шы ы 
: on Banking, Finance and Urban Affairs 


A BILL 


To provide for further diversification of the Federal Reserve 
boards of directors, and for other purposes. 


Be tt enacted by the Senate and House of Representa- 
tives of the United States of America in Congress assembled, 
That this Act may be cited as the “Federal Reserve Boards 
of Directors Act”. 

NUMBER AND CLASSES OF DIRECTORS 

Вес. 2. The ninth paragraph of section 4 of the Federal 
Reserve Act (12 U.S.C. 302) is amended to read as follows: 

“Such board of directors shall be selected as hereinafter 
specified and shall consist of twelve members, holding office 
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2 
for four years, and divided into three classes, designated as 
classes A, B, and С.”. 

Sec. 3. The tenth, eleventh, and twelfth paragraphs of 
section 4 of the Federal Reserve Act (12 U.S.C. 802) are 
amended by striking out "three" wherever it appears therein 
and inserting in lieu thereof four 

SEC. 4. The second sentence of the sixteenth paragraph 
of section 4 of the Federal Reserve Act (12 U.S.C. 804) is 
amended by striking out three and inserting in lieu thereof 
"four". 

Вес. 5. The last sentence of the twentieth paragraph of 
section 4 of the Federal Reserve Act (12 U.S.C. 805) is 
amended by striking out “third class C director" and insert- 
ing in lieu thereof "class C director designated by the chair- 
man". 

TERMS OF DIRECTORS 

Sec. 6. The second sentence of the twenty-fourth para- 
graph of section 4 of the Federal Reserve Act (12 U.S.C. 
808) is amended by striking out “three” and inserting in lieu 
thereof four 

Src. 7. The twenty-fourth paragraph of section 4 of the 
Federal Reserve Act (12 U.S.C. 308) is further amended by 
adding at the end thereof the following: 

“Each new director initially chosen to serve in the new 


class A, B, and C director positions created by the Federal 


14 


8 
1 Reserve Boards of Directors Act shall serve for a term 
2 ending on December 31, 1981, and thereafter each member 
8 shall serve for a term of four years as provided in paragraphs 


4 9 and 21 of section 4 of this Act (12 U.S.C. 302 and 308).”. 
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"nme IH. R. 423 
18T SESSION a 5 
To amend the Federal Reserve Act to provide that the chairman and vice 


chairman of the Board shall continue to serve until their successors are 
designated and have qualified. 


IN THE HOUSE OF REPRESENTATIVES 
JANUARY 15, 1979 


Mr. HANSEN introduced the following bill; which was referred to the Committee 
on Banking, Finance and Urban Affairs 


A BILL 


To amend the Federal Reserve Act to provide that the chairman 
and vice chairman of the Board shall continue to serve until 
their successors are designated and have qualified. 


Be it enacted by the Senate and House of Representa- 
tives of the United States of America in Congress assembled, 
That the second paragraph of section 10 of the Federal Re- 
serve Act (12 U.S.C. 242) is amended by inserting immedi- 
ately after the third sentence thereof the following new sen- 
tence: “Upon the expiration of their terms as chairman and 
vice chairman, the chairman and vice chairman shall continue 
to serve until their successors are designated and have quali- 
fied.". 
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96TH CONGRESS 
nae” H. R. 424 


To amend the Federal Reserve Act to require that detailed minutes of Federal 
Open Market Committee meetings be released to the general public five 
years after the date of the meeting to which they relate. 


IN THE HOUSE OF REPRESENTATIVES 


JANUARY 15, 1979 


Mr. HANSEN introduced the following bill; which was referred to the Committee 
on Banking, Finance and Urban Affairs 


A BILL 


To amend the Federal Reserve Act to require that detailed 
minutes of Federal Open Market Committee meetings be 
released to the general public five years after the date of 
the meeting to which they relate. 


Be it enacted by the Senate and House of Representa- 
tives of the United States of America in Congress assembled, 
That the tenth undesignated paragraph of section 10 of the 
Federal Reserve Act (12 U.S.C. 247a) is amended by adding 
at the end thereof the following: The Federal Open Market 
Committee shall maintain detailed minutes of its meetings 
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2 
States Code. Such minutes shall identify the views of individ- 
ual participants at any such meeting. Such minutes shall be 
maintained for a period of five years after the date of the 
meeting to which they relate, after which they shall be re- 
leased to the general public. Detailed minutes of Federal 
Open Market Committee meetings held during the calendar 
year 1973 shall be released to the general public thirty days 
after enactment of this sentence. Detailed minutes of Federal 
Open Market Committee meetings held after January 1, 
1974, and before the date of enactment of this sentence and 
not released to the general public shall be released to the 
general public five years after the date of the meeting to 
which they relate. Nothing in this paragraph shall be deemed 
to prevent disclosure by the Federal Open Market Committee 
of minutes of such meetings in accordance with section 
552b(f(2) of title 5, United States Code, before the expira- 
tion of the five-year period.. 
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Chairman MrrcHELL. We are fortunate to have as our witness today 
a distinguished member of the Board of Governors of the Federal 
Reserve System, Gov. Philip E. Coldwell. Welcome, sir. We thank you 
for being here. We have been meeting with you frequently. Thank you 
for being here to present the views of the Federal Reserve. Before you 
roceed with your testimony, I would like to ask Mr. Barnard whether 
e has an opening statement. 
Mr. Barnarp. I do not. 
Chairman MrircHELL. Mr. Paul? 
Mr. Paut. No. 
Chairman MrrcHELL. Thank you for being here, Governor, and 
please proceed with your statement. 


STATEMENT BY HON. PHILIP E. COLDWELL, MEMBER, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Governor CoLpWELL. І am pleased to appear before this subcom- 
mittee on behalf of the Board of Governors to testify on proposed 
legislation dealing with the public release of Federal Open Market 
Committee (FOMC) minutes, the terms of office of the Chairman and 
Vice Chairman of the Board, and an increase in the number of directors 
at the Federal Reserve banks. 

Two bills, H.R. 424 and H.R. 2307, have been introduced to amend 
the Federal Reserve Act to require that detailed minutes be kept 
of FOMC meetings and that individual participants at such meetings 
and the views they express be identified. The two bills differ in that 
H.R. 424 would require the public release of the minutes 5 years 
after the meeting to which they relate, while H.R. 2307 would require 
such release after 3 years. 

The Board sympathizes with the concerns that underlie these pro- 
posals and has no objection to publication of such minutes provided 
it is made clear in legislation that no portion of the minutes may legally 
be released prior to a specified minimum period of at least 3 years 
and provided that references to sensitive international financial devel- 
opments can be screened by the FOMC and withheld for additional 
periods, if that is deemed advisable in the national interest. The public 
already receives very current information on the FOMC through a 
policy record of each meeting, which normally is published with a 
delay of about & month. 'This record summarizes the economic infor- 
mation available to committee members, the policy discussion, and the 
factors influencing the views of members. The votes of all FOMC 
members are recorded. Information on current monetary policy is also 

rovided to the Congress through the Board's reports under the new 

umphrey-Hawkins legislation and the Chairman's frequent testimony 
before congressional committees. Detailed minutes of FOMC meetings 
would not add greatly to these sources of information, although a 
scholar might gain additional insights. 

Three years ago the FOMC discontinued its longstanding practice 
of having its staff prepare detailed accounts for each meeting. Such 
reports—referred to as memorandums of discussion were originally 
intended solely as internal working documents, but during 1964 a deci- 
sion was reached to make them available to the public after a 5-year 
lag. Delayed public release assured that the memorandums could pru- 
dently continue to include a full record of FOMC deliberations. Those 
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deliberations often involve very sensitive matters whose premature 
disclosure might have a damaging impact on domestic and interna- 
tional financial markets and thereby weaken the ability of the Federal 
Reserve to implement effectively its monetary policy decisions. Other 
dangers of premature disclosure include an inhibiting effect on the 
frank exchange of views during policy debates and a potential for 
oliticizing the decisionmaking process. Moreover, in the international 
ancial area, premature release of information on ongoing negotia- 
tions and on the views and operations of foreign governments could 
have an immediately adverse impact on foreign exchange markets and 
on the future ability of the Federal Reserve to implement its interna- 
tional financial responsibilities. 

Over the years there had been little demand for access to the memo- 
randa of discussion by scholars, the press, or others, and the FOMC 
therefore questioned the desirability of continuing to incur the high 
costs of preparing this document. A growing concern that early, and 
possibly immediate, disclosure of the memorandums of discussion 
would be required was another consideration underlying the FOMC 
decision to discontinue the document in the spring of 1976. At the 
same time, the FOMC recognized its obligation to provide through 
information on its decisions and its staff was instructed to expand 
greatly the policy record prepared for each meeting, whose present 
contents I have described. | 

In the Board's judgment, it is vital that legislation requiring the 
maintenance and eventual public release of a detailed record of FOMC 
meetings contain safeguards against premature disclosure of sensitive 
information. 'The Board is especially concerned about material relating 
to international financial matters and strongly urges a specific exemp- 
tion of such material in the legislation. The law should provide that 
no detailed minutes are to be released by the Federal Reserve before 
the expiration of a specified period, such as 3 years or 5 years. The 
optimal period for withholding detailed FOMC minutes from public 
disclosure must remain & matter of judgment. The Board can endorse 
a 3-year delay, although some Board members would prefer 5 years. 
However, the Board would also need the authority to protect infor- 
mation relating to international financial matters for longer periods if 
the FOMC judged such a course to be in the national interest. 

It is the Board's hope that the language of the legislation would 
95 it with more flexibility as to the form of the detailed minutes. 

or example, the provision of a lightly edited transcript would have 
the advantage of preserving the full substance and flavor of FOMC 
meetings while holding down the heavy costs of preparing the record. 
We have in mind a transcript similar to that for congressional hearings 
which are edited by participants for clarity and correct grammar. As a 
further means of making the minutes more readable—and also to mod- 
erate costs—the legal requirement for minutes might be confined to 
committee discussions of substance relating to economic and financial 
matters and to monetary policy. Procedural and organizational 
matters would be incorporated by reference only, as would staff 
briefings and reports on such matters. 

I would now like to turn to the subject of amending the Federal 
Reserve Act to aline more closely the terms of the Chairman and Vice 
Chairman of the Board of Governors with that of the President. 
There are currently three bills on this issue before the House. H.R. 
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2306, which was introduced by Chairman Mitchell, would provide 
for appointment of both the Chairman and the Vice Chairman of the 
Board at regular 4-year intervals, beginning 1 year following the 
inauguration of the President. H.R. 423 was introduced by Congress- 
man Hansen and is intended to clarify an ambiguity in the Federal 
Reserve Act by providing that the Chairman or Vice Chairman shall 
continue to serve in that capacity after the expiration of the term 
until a successor is designated and confirmed. Finally, we are pleased 
to learn that Chairman Mitchell has introduced the Board’s proposed 
legis'ation (H.R. 3257), which substantially incorporates features of 
both H.R. 2306 and H.R. 423. 

At the present time, the Federal Reserve Act provides each newly 
3 Chairman with a full 4-year term, whether or not his 
predecessor served a full term as Chairman. This process leaves to 
chance the point in time during a President’s term М the President 
is able to designate a new Chairman. Thus, proposals to aline the term 
of the Chairman in some way with the term of the President have been 
under consideration by Congress for a number of years. 

The Board believes that there is a sound basis for closer phasing of 
the Chairman’s term with that of the President, and therefore favors 
making the 4-year term of the Chairman begin 1 year following the 
inauguration of the President. By providing a 1-year lag period 
between the commencement of the President’s term and the Chair- 
man’s term, the Board believes that the designation of the Chairman 
is not likely to become entangled in Presidential election politics and 
yet it will allow the President the widest possible choice in selecting a 
candidate with views compatible to his own. The Board, however, 
does not favor alining the Vice Chairman’s term with that of the 
President in a similar manner. The Board believes extending the 
principle of coterminous terms to that of the Vice Chairmanship 15 not 
necessary to bring about closer communications between the President 
and the Board. Because the desired cooperation with the executive 
branch will be achieved as a result cf the President’s ability to name a 
new Chairman at a definite time, the additional factor of associati 
the Vice Chairman's term in this process would be an unnasded 
intrusion to the insulation of the Federal Reserve System from political 
pressures. Moreover, there is a needed continuity of administration of 
the Board that would be interrupted by simultaneous appointments 
of both the Chairman and the Vice Chairman. This problem is related 
to the fact that the 4-year terms of the Chairman and Vice Chairman 
are distinct from their longer terms as members of the Board. 

The bills being discussed here also contain some useful provisions 
that are more of a “housekeeping” nature. The Board favors specifi- 
cally authorizing the Vice Chairman to act temporarily as Chairman 
in the event that the Chairman is temporarily absent and either is 
unavailable to preside or is disabled. In addition, in the event of the 
death, resignation, or permanent incapacity of & Chairman, the Vice 
Chairman should be empowered to act as Chairman until a new Chair- 
man is named by the President. 

Finally, the Board favors clarifying an ambiguity in the Federal 
Reserve Act with respect to situations where the term of a Chairman or 
Vice Chairman has expired but no successor has been named. In such 
situations the Board would make explicit in the act that the outgoing 
Chairman or Vice Chairman may continue to serve until a successor 
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has been designated and confirmed. Adoption of this provision would 
be in conformity with a similar provision in the act which allows 
Board members, upon the expiration of their terms, to continue 
serving until their sucessor is confirmed. 

Finally, Mr. Chairman, the Boaid is pleased to learn that H.R. 
3257, the legislation which you introduced on March 27, would increase 
the number of class C directors of Federal Reserve banks from three 
to six. 

As indicated in Chairman Miller's letter of February 22 trans- 
mitting to Congress the Board’s request for this legislation, the Board 
has been endeavoring for several years tc broaden the representative 
aspect of the directors of Federal Reserve banks. These efforts have 
been accelerated with the passage of the Federal Reserve Reform Act 
of 1977, which urges the System to include representation from among 
consumer, labor, and service interests on the boards of directors. 

The Board, however, has encountered difficulties in achieving the 
balance contemplated by Congress. Under present law the Board can 
appoint directly the three class C directors of Reserve banks, two of 
whom must also meet the qualifications to serve as Chairman and 
Deputy Chairman of the Board. The number of class C vacancies that 
occur in any year is further limited since directors are appointed for 
3-year terms. 

In considering this problem, the Board has concluded that, in 
order to implement the Federal Reserve Reform Act of 1977 as 
expeditiously as possible, additional legislation is desirable to increase 
the number of class C directors at each Reserve bank from three to 
six. Enactment of this legislative recommendation would permit the 
Board to appoint immediately three new class C directors at each 
Reserve bank. The terms of office for these new directors would be 
3 years, but initially would be staggered with one director being 
appointed to a l-year term, one director to a 2-year term, and the 
third director to a 3-year term. 

By way of contrast, we note that Congressman Hansen has intro- 
duced a bill, H.R. 422, which would increase the number of Reserve 
bank directors in each of classes A, B, and C from three to four, and 
would increase the terms of all directors from 3 to 4 years. H.R. 422 
thereby would add one additional banker as a director, one additional 
director with the restricted qualifications required of a class B direc- 
tor, and only one additional class C director to be appointed by the 
Federal Reserve Board. It should be noted that the Board has little or 
no control over nominations or elections of class A and B directors. 

While both approaches would increase by three the number of 
directors on each Reserve bank board, the Board believes that its 
legislative proposal would go further in implementing the Federal 
Reserve Reform Act by providing for all three new additions to be 
representative of the more diverse occupational categories comprising 
class C directorships. 

This concludes my testimony, Mr. Chairman, and I will be happy 
to answer any questions that you or the other subcommittee members 
may have. 

hairman MITORELL. Thank you, Governor Coldwell. 

I would like the record to indicate that since I assumed my chair- 
manship, I have enjoyed an excellent working relationship with the 
Federal Reserve Board. In the last weeks we have put this legislation 
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together. We are appreciative of your help and I hope that this re- 
lationship will continue. 

Mr. Barnard? 

Mr. BARNARD. Thank you, Mr. Chairman. 

I want to welcome you here this morning, and I agree with the 
chairman on the fact that we do appreciate the cooperative attitude 
that seems to be developing between our subcommittee and the Fed- 
eral Reserve. 

Could you be a little bit more explicit in indicating what interna- 
tional financial developments would be, should be shielded from the 
disclosures of the Federal Open Market Committee? 

Governor CoLpWELL. Yes, Mr. Congressman. 

We have very full and frank discussions at meetings of the Federal 
Open Market Committee, both by members of the Board and senior 
staff who attend international meetings. Quite often the people attend- 
ing FOMC meetings refer to undisclosed policies or attitudes of senior 
Government officials of other nations. 

This information is given to us on a privileged basis, and quite often 
the foreign government would be quite embarrassed to have them get 
out into the public arena. 

In some cases, they have indicated forward policies ranging from 
3 to 5 years into the future of their particular government. We don’t 
think it is our responsibility to announce the policies of a foreign 
government. 

Mr. BARNARD. Do those policies alter or affect the decisions that 
are made by the Federal Open Market Committee? 

Governor CoLDWELL. They may have some impact, but they are 
not likely to have impact in the sense of a change of our policy. In- 
stead, it would tell us what our policy impact would be on that foreign 
government. It wouldn't be a matter of changing our policy, merely 
informative of what it would do to the foreign government. 

Mr. BARNARD. Disclosure has to be handled in such a way that 
researchers can see how a decision is made by the Federal Open Market 
Committee, has it been carried out, what mistakes were made, and 
what conditions existed to cause these mistakes. While I have no 
objections on following the recommendations of the Fed about this, if 
conditions in foreign countries had an impact on the decisions made 
by the Federal Open Market Committee, they ought to be mentioned 
in some manner in the disclosure. 

Governor CorpwELL. I should mention that, for example, last year 
when we released the memoranda for 1973 we deleted only two words 
in à document containing 1,384 pages. 

Mr. BARNARD. І also want to agree with you about the form of the 
Federal Open Market disclosure. Last year one of the reasons I opposed 
this legislation was that I was told that it had to be verbatim, no 
changes made. Of course, that is unreasonable. | 

I completely agree with you that the form of the Federal Open 
Market disclosure should follow very closely the reports that we issue 
about the Congress and the proceedings of our own committee. 

The other question I would like you to respond to, and you don't 
have to be detailed about it, refers to statements that the Fed needs 
to be independent and that the independence of the Fed has enabled 
it to function better. 
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I would like you to comment on whether or not you think that the 
independence of the Fed is being threatened by the legislation—and I 
agree with this legislation but I want to get a comment in the record— 
concerning the coterminous terms of the Chairman and the Vice: 
Chairman with the President. 

Do you think that would have any impact on the independence of 
the Fed? 

Governor Сопот. Mr. Congressman, I would prefer, as I indi- 
cated in my testimony, that the term of the Vice Chairman not be 
included in this. I think it does get to the point of some threat to the 
System’s independence. The President in appointing the Chairman of 
the Board is going to accomplish his purpose in any event. He already 
has the opportunity to designate the person of his choice during a 
4-year period; the only question is when. 

We currently have a 1-уеаг timelag after the President takes 
office. I suppose you could say the maximum lag would be about 3 
years. The President gets the opportunity to appoint one person to 
the Board anyway after a year, because one term expires every 2. 
years in even-numbered years. This is part of our reasoning for 
objecting to bringing the Vice Chairman under the coterminous rule. 

Mr. BARNARD. Let's also discuss the legislation to increase the 
number of class C directors by three. How does that impact, or does it 
have any impact on the independence of the Fed? 

Governor CoLpwWELL. It should have no impact at all. The Board 
would be appointing the new members under H.R. 423. You might say 
that H.R. 422 involves a very slight shift of balance between the 
Reserve banks and the Board in that member banks would elect two 
of the additional three directors, with one appointed by the Board. 

I don’t think that is a matter of great concern to our people 
anymore. The governance of appointment and election is still more of 
a flag than a matter of substance. 

Mr. BARNARD. Thank you, Governor. I appreciate your being here 
this morning. 

I want to say for the record, Mr. Chairman, that I think that this 
is very important legislation. I think all of these bills have been well 
presented to us. We have had a chance to really thoroughly analyze 
and discuss them since last year. 

Do we plan to bring these as separate bills or is there some effort to 
consolidate them into one bill? 

Chairman MrrcHELL. Although these bills all amend the Federal 
Reserve Act, they each are quite different. I believe that we will mark 
them up as separate bills. I would like to pursue further the line of 
questioning by my colleague? 

You indicated that you have some concern about including the Vice 
Chairman also. In the event that a Chairman resigned or should die, 
the Vice Chairman assumes responsibility, at least on a temporary 
basis. But I want to go beyond that and look at whatever the history 
of this may have been. Does the history reveal that the Vice Chairman 
ever has assumed the chairmanship? 

Governor CoLpwWELL. No. 

Chairman MitcHE.Lt. We have no history of that at all? 

Governor CoLpwELL. It is a continuity matter, Mr. Chairman, we 
need a continuity of administration. We lost our Vice Chairman; as 
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you know, this past year. We would hate to have both of the top men 
relieved at the same time. 

We have experienced this problem at the Reserve banks time and 
again, where the president and first vice president both leave within a 
short period. We can almost guarantee trouble at that Reserve bank 
a year later. We just need the continuity. 

Mr. BARNARD. May I ask one question? 

Chairman MITCHELL. Yes. 

Mr. Barnard. We have two bills there which are contradictory. 
One would increase a director in each classification and one for class C 
only. There has been some question as to which would be the fairest 
legislation. Are not all class A directors bankers? 

Governor CoLpwELL. Yes. 

Mr. BARNARD. Class B directors are all businessmen. 

Governor CorpwELL. Traditionally they have all been businessmen 
and they serve under restricted conditions which make it difficult to 
find qualified persons to fill those directorships. 

Mr. BARNARD. So we have a restricted classification here as we do 
with bankers. 

Governor CorpwELL. That is correct. 

Mr. BARNARD. So, by increasing the number of class C directors 
from three to six, we are then giving an opportunity for & more varied 
field of people to be included. 

Governor CoLDWELL. And wider flexibility for the Board. 

Mr. BARNARD. Thank you, Mr. Chairman. 

Chairman MircHELL. Mr. Paul? 

Mr. Pavr. Thank you, Mr. Chairman. ; 

On February 2, 1978, President Carter appointed Dr. Burns as 
Acting Chairman until Mr. Miller would take over. I am unable to 
find where the President has the statutory authority to appoint an 
Acting Chairman. | 

I am disturbed by the precedent that may have been set since ап 
Acting Chairman could be made to serve at the pleasure of the Presi- 
dent by the simple expedient of failing to designate a permanent 
Chairman. Do you think Congress should clarify the Federal Reserve 
Act to prevent this situation from arising in the future? 

Governor CoLDWELL. One of the bills, as you know, Mr. Congress- 
man, does permit the Chairman or the Vice Chairman to continue to 
serve until his successor is nominated and cenfirmed. So you get out 
of the problem of naming an Acting Chairman; the former Chairman 
just continues on. 

Mr. PauL. There would never be this opportunity to appoint а 
temporary Chairman? 

Governor CoLpwELL. The only time I can see that occurring would 
be in the case of the death of the Chairman. The Vice Chairman then 
becomes the Acting Chairman by the terms of the law. When the Vice 
Chairman’s term of office expires you then have him continue to serve 
as Chairman. You would have to have an unlikely coincidence of 
factors to reach that kind of a position. 

Mr. Paut. I have one other question a little bit off the subject I 
would like to get your opinion on. Recently, Citicorp has offered to 
their customers a gold certificate of $1,000. I understand in the 
past the SEC has tried to prevent certificates of this sort from being 
transferable. 
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Do you have any objection to this? Do you think certificates could 
be made transferable without any harm? 

Governor Сопот. І haven't really thought a whole lot about 
that. I thought when Congress opened up the right of the American 
people again to hold gold that that would be gold in almost any form 
that they wished to hold. 

There is a question as to whether a bank ought to be issuing this 
sort of instrument. That is a regulatory question I would rather defer 
answering. 

Chairman MrircHELL. Mr. Ritter? 

Mr. RITTER. I will pass, Mr. Chairman. 

Chairman MrrcHELL. I have some comments and a question. 

I am strongly inclined to go along with the bill which only increases 
the number of class C directors, with all due respect to my colleague, 
Mr. Hansen. As I understand it, class A and class B directors are 
elected by the bankers and they must be bankers. 

Governor CoLpWELL. Both classes of directors are elected by 
bankers, but class B directors may not be bankers. 

Chairman Mrrcuett. In the future we might want to expand those 
categories, for more participation. I am not known by my colleagues 
as a gradualist but in this instance, because there is such a longstanding 
mechanism in place which has performed well, I would much rather 
change the C—the ‘‘public directors"—first and then later on A and B 
directors. J am now strongly inclined in the direction of H.R. 3257. 

Early in your testimony, you said, with reference to the minutes, 
that no portion of the FOMC minutes may be released for at least 3 
years. Now I assume you don't mean to restrict the release of the 
Summary Record of Policy Actions that you are now releasing just 
after the next FOMC meeting? 

Governor CoLpwE.u. No, “Mr. Chairman, we had not planned to 
restrict the release of the summary directive or policy actions for 3 
years. We would hope that that could still be maintained as it 1s today, 
released shortly after the meeting following the meeting to which 
they apply. 

Chairman MITCHELL. 30 to 35 days? 

Governor CorLpwELL. That is correct. 

Chairman MrrCHELL. There is a case dealing with the FOMC pro- 
ceedings that is currently before the courts—the Merrill case—which 
seeks immediate release of the Summary Record of Policy Actions. I 
suspect that you feel that if you lose this case immediate release of the 
total FOMC minutes might then be sought by some consumer group. 

I am in favor of public access, almost immediate access, to almost 
all things. But I still have some concerns about the immediate release 
of detailed total minutes of the FOMC meetings; what impact that 
would have on our domestic economic policy and indeed, on our 
international economic policy in some instances. This is one of the 
reasons why we want to quickly press for passage of H.R. 2307 giving 
the public greater access to information on FOMC meetings but at the 
same time safeguarding those matters which could impact negatively 
on our domestic economic and international monetary practices. 

I don't think I have any other questions. Do either of you gentlemen 
have further questions? 
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Mr. Ritter. Just on the question of the Vice Chairman and the 
concurrency of the appointment with a Chairman. Are you going to 
accept that as a friendly suggestion? | 

Chairman MITCHELL. I accept it as a friendly suggestion. That does 
not mean necessarily that I will agree with it however. I still need to 
clear my own thinking with respect to deleting the Vice Chairman 
term from H.R. 2306. 

Governor CoLpwELL. I hope you find it acceptable. I think it would 
be distruptive to have two of the seven members appointed the same 
day and, furthermore, as you know, there is only one term which 
expires on that day, so you almost have to be forced to have some- 
body cut short his full term as a member of the Board. 

Chairman MITCHELL. As I see it, my colleagues are generall 
in agreement with the recommendations that have come from the Fed- 
eral Reserve Board. There are two slight areas of concern: first, the 
term of Vice Chairmanship of the Federal Reserve Board and second, 
the nature of the detailed transcripts of FOMC meetings. I hope 
these are not monumental problems. I think there is some language 
we will have to work out to make sure that we are carrying out the 
desire and intent of the Congress. 

If there are no further questions, we will stand adjourned. We will 
meet quickly for markup on all of these bills, because I think time is 
of the essence. 

Thank you very much, gentlemen, and my colleagues. 

Governor CoLpwELL. Thank you. 

[Whereupon, at 9:12 a.m., the hearing was adjourned subject to the 
call of the Chair.] 
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